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Long  term  care  is  composed  of  several  types  of  providers  and  services,  including  home  health 
care,  assisted  living  arrangements,  and  nursing  homes.  This  interim  report  is  focused  on  the 
financial  condition  of  nursing  homes,  but  that  focus  should  not  be  taken  to  mean  that  other 
components  of  long  term  care  are  less  important.  Those  other  components,  as  well  as  the 
continuum  of  services  comprising  long  term  care,  will  also  be  examined  and  analyzed  in  a 
subsequent  report.  In  addition,  other  themes  relating  to  nursing  homes  as  well  as  other  elements 
of  the  long  term  care  continuum,  such  as  quality  of  care  and  access  to  care,  will  also  need  to  be 
considered. 

This  document  is  designed  primarily  to  present  the  working  group's  findings  with  respect  to  the 
financial  condition  of  nursing  homes  in  Massachusetts  and  to  outline  broad  policy  options  for 
responding. 

Problems 

The  financial  health  of  the  Massachusetts  nursing  home  industry  as  a  whole  is  worsening.  As  a 
result,  nursing  homes  in  Massachusetts  (with  some  exceptions)  are  generally  much  worse  off 
financially  then  they  were  several  years  ago,  and  are  generally  worse  off  than  nursing  homes  in 
neighboring  states.  [Figures  1  through  4]  Attention  has  been  drawn  to  nursing  homes'  financial 
condition  by  the  numerous  bankruptcies  of  national  nursing  home  chains.  Approximately  25% 
of  the  nursing  home  beds  in  the  Commonwealth  are  owned  or  operated  by  corporations  now  in 
bankruptcy,  including  14,000  beds  owned  by  national  corporations  in  bankruptcy.  [Figures  5 
through  8]  In  addition,  many  nursing  homes  have  reported  extreme  difficulty  in  attracting  and 
retaining  qualified  direct  care  staff  in  the  current  tight  labor  market  [cite  to  Federation 
newsletters].  As  a  consequence  of  their  high  staff  vacancy  rates,  these  nursing  homes  report  that 
they  are  increasingly  dependent  on  temporary  nursing  pools,  which  charge  rates  that  exceed  the 
cost  of  directly  employed  staff,  for  staff  assistance.  The  combination  of  nursing  homes'  stressed 
financial  condition,  their  associated  difficulty  in  paying  attractive  salaries,  and  the  general 
shortage  of  direct  care  workers  has  begun  to  show  in  reports  of  deteriorating  quality  of  care, 
according  to  the  Department  of  Public  Health.  For  the  longer  term,  there  is  reason  to  worry  that 
the  rising  number  of  people  over  age  85  will  increase  the  demand  for  publicly  funded  long  term 
care. 

Causes 

Massachusetts  relies  on  nursing  homes  more  than  most  other  states,  and  more  than  the  national 
average.  [Figures  9  and  10]  Currently,  Massachusetts  has  approximately  550  nursing  homes, 
514  of  which  accept  Medicaid  patients,  with  a  total  of  55,000  beds.  Industry-wide,  the  average 
occupancy  rate  is  approximately  93%.  [DHCFP]  Compared  with  national  averages,  the  nursing 
home  population  in  Massachusetts  has  a  lower,  but  growing  level  of  care  need  or  acuity  level. 
[Figures  1 1  and  12].  Like  hospitals,  nursing  homes  have  experienced  a  shift  in  payer  mix  that 
has  left  them  with  reduced  revenue  in  relation  to  their  costs: 
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>  Through  the  1980s,  facilities  relied  on  private  payment  to  provide  a  margin  on  which 
they  balanced  their  lower  paying  Medicaid  business.  [Figure  13  and  14] 

>  In  the  1 990s,  many  privately  paying  seniors  chose  alternative  options  such  as  assisted 
living  communities  and  community  based  services. 

>  In  part  to  compensate  for  the  loss  in  private-pay  patients,  facilities  increased  their  reliance 
on  relatively  generous  Medicare  payments  for  nursing  home  and  ancillary  services  to 
generate  offsetting  margins,  which  entailed  accepting  residents  with  greater  care  needs. 
As  a  result,  Massachusetts  nursing  homes  were  somewhat  more  dependent  on  Medicare 
than  nursing  homes  nationally  on  average.  [Figures  1 5  and  1 6] 

>  In  the  late  1 990s,  the  beneficial  Medicare  margin  disappeared  with  the  implementation  of 
the  nursing  home  provisions  of  the  BBA.  [See  GAO  report] 

>  Thus  most  facilities  have  become  increasingly  dependent  on  Medicaid  as  their  major 
source  of  financing. 

>  Historically,  Medicaid  payment  policies  have  been  designed  to  cover  the  cost  of  care  at  a 
reasonably  efficiently  operated  facility  and  therefore  in  most  cases  have  not  yielded  a 
"cushion"  sufficient  to  subsidize  changes  in  conditions. 

Other  causes  contributing  to  the  weakening  financial  condition  of  the  Commonwealth's  nursing 
homes  include: 

>  Declining  availability  of  direct  care  workers,  and  rapidly  rising  labor  costs  as  facilities 
struggle  to  retain  workers  and  increasingly  rely  on  temporary  nursing  agencies  to  supply 
direct  care  workers  (caused  by  both  the  strong  economy  and  weak  nursing  home  financial 
condition). 

>  Substantial  increases  in  debt  service  costs  and  profit  requirements  as  a  result  of  large- 
scale  borrowing  by  chains  to  finance  acquisitions  of  existing  facilities,  as  well  as 
increases  in  administrative  cost  structure  relating  to  chains'  size  and  corporate  structure. 
[Figures  17  and  18.  See  also  U.S.  General  Accounting  Office  report  GAO/HEHS-00-23, 
Skilled  Nursing  Facilities:  Medicare  Payment  Changes  Require  Provider  Adjustments 
But  Maintain  Access,  December,  1 999] 

>  Excess  capacity  that  was  created  to  care  for  more  intensive  patients  discharged  "quicker 
and  sicker"  from  hospitals,  particularly  patients  covered  by  Medicare.  [Figure  1 9] 

OPTIONS 

Option  I:  Let  the  situation  play  out. 

The  financial  condition  of  nursing  homes  is  serious,  and  there  is  no  reason  to  expect 
improvement  soon.  Thus,  it  is  likely  that  some  facilities  will  close.  Even  where  facilities  do  not 
close,  the  potential  for  quality  of  care  to  deteriorate  due  to  financial  pressures  and  extreme 
difficulty  in  attracting  and  retaining  staff  is  very  real  and  is  a  cause  for  concern. 

While  alternative  care  settings  are  available  in  many  locations  and  more  are  being  developed, 
many  of  those  alternative  care  settings  are  not  available  to  Medicaid  clients.  For  example, 
Medicaid  does  not  pay  for  assisted  living  arrangements  and  generally  is  not  permitted  under 
federal  rules  to  pay  for  room  and  board  in  community  settings.  Therefore,  people  without 
private  resources  could  have  trouble  accessing  appropriate  care  in  some  circumstances. 
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The  seriousness  of  the  situation  is  heightened  by  the  fact  that  approximately  25%  of  the 
Commonwealth's  nursing  home  beds  are  in  bankruptcy,  due  principally  to  the  bankruptcies  of 
large,  multi-state  chains.  While  most  of  these  facilities  are  currently  still  in  operation,  it  is 
difficult  to  forecast  what  will  happen  in  the  future,  absent  intervention.  We  can  speculate  about 
possible  scenarios. 

One  possibility  is  that  facilities  now  in  bankruptcy  could  be  bought  at  bargain  prices  by  nonprofit 
owners,  and  lenders  that  financed  expansion  plans  for  the  chains  will  be  left  with  reduced  or  no 
compensation.  Operation  of  the  facilities  could  continue  relatively  unscathed  under  this  scenario 
without  changes  in  Medicaid  payment  policies  or  levels.  Some  believe  that  because  nonprofit 
owners  do  not  have  to  devote  resources  to  shareholders,  they  would  put  a  greater  percentage  of 
revenue  toward  direct  care,  with  the  result  that  care  would  be  better.  Others  argue  that  such 
nonprofits  would  ultimately  generate  high  operating  costs,  and  they  too  would  need  increased 
revenues  to  continue  operating. 

Another  possibility  is  that  creditors  may  demand  payment  in  a  way  that  compromises  facilities' 
ability  to  deliver  adequate  care.  For  example,  if  facilities  are  obligated  as  a  condition  of  coming 
out  of  bankruptcy  to  pay  more  to  creditors  than  they  do  under  their  current  bankruptcy 
protection,  they  may  be  left  with  fewer  resources  to  devote  to  staff.     As  a  consequence,  they 
may  have  even  more  difficulty  attracting  and  retaining  staff,  with  the  result  that  quality  of  care 
worsens.  Under  that  scenario,  we  could  see  widespread  and  rapid  closures  or  need  for 
receivership. 

Option  II:  The  state  could  "bail  out"  the  nursing  home  industry 

Under  this  approach  the  State  would  infuse  a  great  amount  of  resources  across  the  board  into  the 
ailing  nursing  home  industry  through  increased  Medicaid  payments.  The  goal  under  this 
approach  would  be  to  make  individual  facilities  "whole"  -  to  restore  them  to  financial  health. 
Note  that  this  approach  could  not  "make  whole"  the  bankrupt  national  chains  that  own  and 
operate  large  numbers  of  facilities  in  Massachusetts.  Furthermore,  to  the  extent  that  local 
facilities  are  required  to  pass  on  increased  reimbursements  to  their  parent  companies  and  then  to 
their  creditors,  these  increased  payments  might  not  even  make  local  facilities  "whole."  Because 
of  these  limitations,  a  "bail  out"  approach  would  not  guarantee  that  local  facilities  would  not 
close  or  that  quality  would  improve. 

This  approach  would  entail  several  significant  consequences.  First,  the  magnitude  of  the 
investment  it  would  require  is  significant.  Medicaid  currently  spends  approximately  $1.2  billion 
per  year  on  nursing  home  care  in  Massachusetts.  [DMA]  For  example,  to  increase  rates  across 
the  board  by  just  2%  would  cost  approximately  $26-30  million.  [DHCFP]  Many  facilities  would 
argue  that  a  far  greater  increase  would  be  required  to  enable  homes  to  operate  well. 

Moreover,  this  approach  would  entail  departing  from  the  Commonwealth's  policy  of  paying 
Medicaid  providers  according  to  formulae  designed  to  encourage  efficient  provider  operations 
and  provision  of  services.  This  payment  policy  was  intended  to  move  away  from  the  previous 
system  that  paid  providers  based  on  their  historical  costs,  with  the  result  that  they  had  no 
incentive  to  lower  costs.  [See  attached  summary  of  Massachusetts  Medicaid  Skilled  Nursing 
Facility  Payment  Methodology  1995-2000.]  Under  a  "bail  out"  approach,  payments  would  again 
be  designed  to  cover  costs. 
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Finally,  under  this  approach  the  Medicaid  program  would,  in  effect,  assume  the  burden  of  paying 
for  the  changes  in  circumstance  that  led  to  the  current  financial  condition  of  nursing  homes. 
These  changes  include  reductions  in  Medicare  payment,  reductions  in  private-pay  residents, 
difficulty  attracting  and  retaining  staff,  and  in  some  cases,  financial  burdens  resulting  from 
corporate  expansion  strategies.  Mean  Medicaid  rates  have  risen  faster  than  health  care  costs 
nationally  over  the  last  five  years.  [Figure  20]  Increasing  rates  by  a  significantly  greater 
percentage  would  (a)  have  immediate  fiscal  consequences  for  the  Commonwealth  given  the  size 
of  this  program,  and  (b)  entail  a  departure  from  the  philosophy  that  Medicaid  should  not 
subsidize  costs  or  losses  unrelated  to  direct  care  of  Medicaid  enrollees. 

Option  III:  The  state  could  implement  a  short  term  plan  to  support  the  nursing  home  industry  and 
provide  targeted  assistance  while  evaluating  broader  long  term  care  policy. 

The  goal  under  this  approach  would  be  to  support  the  industry  over  a  short  period  of  time  (e.g., 
two  years),  while  also  engaging  in  a  longer  term  planning  process  to  address  structural  problems 
in  long  term  care,  including  nursing  home  care. 

Short  term  support  could  be  accomplished  through  some  combination  of  several  elements,  for 
example:  (1)  reasonable  Medicaid  rate  increases,  with  a  focus  on  wages  for  direct  care  staff;  (2)  a 
stabilization  plan  including  increased  capacity  to  monitor  quality  of  care  and  to  intervene  if 
necessary  where  quality  has  deteriorated;  (3)  special  targeted  assistance  -  loans,  grants  or 
technical  assistance  -  where  necessary;  (4)  use  of  receivership  where  necessary  (it  has  also  been 
suggested  that  the  state  consider,  as  a  last  resort,  purchasing  nursing  homes  in  receivership  or 
bankruptcy  and  contracting  for  management  by  a  private  operator);  and  (5)  creative  approaches 
to  staffing  issues,  such  as  changes  in  licensing  requirements  and  recognition  of  alternative 
licenses  (e.g.,  from  other  states).  Creative  proposals  for  structuring  such  intervention  and 
support  in  ways  that  are  permissible  under  existing  law  and  regulation  should  be  encouraged  and 
could  be  tried  on  a  pilot  basis  as  necessary.  Examples  of  such  creative  approaches  currently 
being  developed  include  helping  nursing  homes  to  develop  care  and  living  models  more  closely 
resembling  assisted  living  models,  which  are  more  attractive  to  privately  paying  seniors,  possibly 
with  state  loan  assistance. 

Legal  barriers  to  intervention  on  a  selective  basis  should  be  explored  and  consideration  should  be 
given  to  whether  those  barriers  should  be  modified  or  changed  where  possible. 

Stabilization  efforts  would  be  coordinated  with  intermediate  and  long  range  planning  for  long 
term  care,  including  an  assessment  of  the  Commonwealth's  projected  need  for  nursing  home 
beds  in  the  future  and  an  assessment  of  current  access  to  nursing  home  care. 

This  approach  would  require  contingency  planning.  For  example,  if  widespread  deterioration  in 
quality  were  to  occur,  the  Department  of  Public  Health  and  the  Attorney  General  could  be  called 
upon  to  take  large  numbers  of  homes  into  receivership  or  to  require  operational  changes  that 
bolster  quality  of  care,  [reference  to  attachment  summarizing  receivership  law]  Also,  if  large 
numbers  of  nursing  homes  were  to  close,  the  Commonwealth  would  need  to  ensure  the  safe 
relocation  of  large  numbers  of  residents.  Such  relocations  can  be  traumatic  for  nursing  home 
residents  and  should  be  avoided  where  possible.  The  Commonwealth  should  engage  in  planning 
for  such  contingencies. 
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Recommendation 

The  Group  rejects  Option  I,  "Let  the  Situation  Play  Out."  As  discussed  above,  the  Group  is 
convinced  that  the  current  financial  trends  in  the  nursing  home  industry  are  such  that  unless  there 
is  some  form  of  State  intervention,  the  financial  conditions  of  the  industry  as  a  whole  will  not 
substantially  improve  and  that  several  homes  will  likely  close.  We  are  equally  concerned  that  for 
some  of  the  homes  that  remain  open,  their  negative  financial  situation  could  lead  to  a 
deterioration  in  the  quality  of  patient  care. 

We  will  discuss  below  what  type  of  State  intervention  we  prefer  recognizing  that  at  least  some  of 
the  nursing  home  industry's  financial  woes  are  due  to  poor  business  decisions  as  evidenced  by 
the  large  debt  accumulated  by  some  national  chains  in  their  quest  to  expand  ownership  of  more 
facilities.  We  also  recognize  that  a  number  of  other  factors  have  contributed  to  the  current 
financial  condition  of  the  industry,  including  reductions  in  Medicare  revenue,  declining  census  of 
private  patients  and  a  severe  labor  shortage  attendant  to  the  robust  economy.  Some  would  also 
argue  that  low  Medicaid  payments  and  the  change  in  its  payment  methodology  have  added  to  the 
problem.  Regardless  of  the  appropriateness  of  Medicaid  payment  policies  the  fact  remains  that 
on  average,  nursing  homes  depend  on  Medicaid  to  pay  for  the  care  of  over  70%  of  their 
residents.  While  Medicaid  may  not  be  "the  solution"  to  all  the  current  financial  problems  of 
nursing  home,  it  is  clear,  given  its  responsibility  for  such  a  large  percentage  of  nursing  home 
residents,  that  Medicaid  must  play  an  important  part  in  resolving  what  appears  to  be  an  unstable 
situation. 

The  Group  also  rejects  Option  II,  "bail  out  the  nursing  home  industry."  There  is  wide  variation 
in  terms  of  financial  health  of  facilities,  facility  cost,  rate  of  occupancy,  and  access  to  nursing 
home  beds  throughout  the  state.  A  systemwide  "fix"  would  fail  to  take  into  account  these 
variations,  and  would  in  some  instances  reward  bad  management  practices.  At  the  same  time  it 
would  fail  to  reward  good  management  practices,  such  as  keeping  operating  costs  low.  In  short, 
this  approach  would  effectively  negate  the  joint  efforts  of  both  the  industry  and  the  state  to 
develop  a  rate  methodology  that  is  designed  to  provide  incentives  for  efficient  operation,  low 
cost  and  high  quality  care.  Moreover,  it  would  involve  the  state's  assumption  of  the  "bill" 
associated  with  circumstances  beyond  the  state's  control,  such  as  changes  in  Medicare  payment 
policies.  Finally,  because  of  the  magnitude  of  the  investment  that  would  be  required,  this 
approach  would  (realistically)  severely  limit  the  resources  that  could  be  devoted  to  other 
components  of  the  long  term  care  continuum,  including  the  development  of  more  community- 
based  arrangements  -  for  which  consumers  have  expressed  preference. 

The  Group  recommends  Option  III:  Support  and  Targeted  Assistance  for  the  Nursing  Home 
Industry,  while  broader  long  term  care  planning  is  pursued.  This  will  require  the 
Commonwealth's  commitment  to  targeted  increased  funding  as  well  as  to  comprehensive 
planning.  Short  term  stabilization  efforts  should  be  further  developed  by  or  coordinated  with 
agencies  working  on  Executive  Order  421  (issued  earlier  this  year  by  Governor  Cellucci, 
directing  agencies  to  develop  a  plan  for  long  term  care  over  the  next  five  years)  and  with  the 
Vision  20/20  group  organized  by  Health  Care  Committee  Co-Chairman  Harriette  Chandler  to 
engage  in  longer-range  planning  for  long  term  care  needs,  to  ensure  the  following: 

1 .  Focus  on  staffing,  including  function,  availability,  retention,  licensing  and 
professional  development  (such  as  the  wage  pass-through  included  in  the  proposed 
FY  2001  budget). 

2.  Ensuring  additional  state  resources  are  tied  to  quality  outcomes. 
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3.  Auditing  nursing  home  expenditures  to  ensure  that  funds  are  not  used  to  pay  creditors 
or  excessive  administrative  costs. 

4.  Measuring  and  reporting  geographic  access  to  nursing  homes  and  other  long  term 
care  options. 

5.  Developing  strategies  to  increase  local  (in-state)  control  of  nursing  facilities. 

Longer  term  policy  development  should  include  consideration  of  the  following: 

While  the  Commonwealth's  responsibility  to  ensure  quality  of  care  for  nursing  home  residents  is 
paramount,  increased  investment  in  nursing  facilities  by  the  Commonwealth  should  ideally  be 
balanced  with  other  important  public  policy  goals  for  long  term  care  and  health  care  generally. 
This  kind  of  balancing  entails  a  more  active  health  planning  operation  than  has  been  maintained 
in  government  over  the  last  decade.  Some  objectives  of  planning  could  be  to  project  numbers  of 
people  in  need  of  publicly-financed  long  term  care  and  likely  need  for  nursing  home  beds  and 
non-nursing  home  services  over  the  short  and  long  term,  financial  tracking  of  nursing  homes  and 
home  care  providers,  regular  monitoring  of  health  care  worker  availability,  and  monitoring  of  the 
relationship  between  long  term  care  and  acute  care  needs  and  utilization.  In  addition,  such 
planning  could  support  the  development  of  creative  alternative  models  of  supported  living,  such 
as  cooperative  living  and  care-giving  models  in  the  community. 

Planning  efforts  should  also  take  into  account  developing  legal  interpretations  of  states' 
obligations  under  the  Americans  with  Disabilities  Act  with  respect  to  development  of 
community-based  long  term  care,  and  should  be  part  of  more  coordinated  policy  development  in 
related  areas,  such  as  general  home  health  care  and  housing  policy. 

The  state  should  explore  ways  of  paying  for  non-medical  care  in  coordination  with  medical  care 
provided  in  the  community  setting  in  order  to  balance  the  preservation  of  nursing  home  capacity 
with  the  development  of  community-based  alternatives.  In  states  where  the  payer  mix  among 
providers  in  various  parts  of  the  long  term  care  continuum  is  more  balanced,  providers  appear  to 
be  more  financially  stable.  Efforts  to  change  payer  mix  in  nursing  facilities  and  to  increase 
access  to  community-based  services  have  been  tried  before,  and  we  must  continue  to  be  creative 
in  developing  new  approaches  for  both  short  term  and  long  term  strategies,  possibly  developing 
various  approaches  through  pilot  programs. 

Given  the  stated  preference  of  most  people  to  receive  long  term  care  in  the  community  rather 
than  in  a  nursing  home,  the  state  should  study  effective  ways  of  promoting  access  to  community- 
based  services.  Still,  for  those  who  require  the  most  intensive  care,  nursing  homes  offer  the  most 
efficient  setting. 

There  are  a  number  of  dilemmas  inherent  in  trying  to  plan  for  the  Commonwealth's  long  term 
care  needs  while  also  trying  to  address  current  problems.  The  overwhelming  majority  of  state 
funding  for  long  term  care  is  devoted  to  nursing  homes,  yet  the  overwhelming  majority  of  people 
needing  long  term  care  prefer  to  remain  in  the  community.  And,  even  though  the  overwhelming 
majority  of  state  funding  has  been  devoted  to  nursing  homes,  their  financial  stability  and  quality 
of  care  have  been  threatened  in  recent  months.  Ensuring  that  safe  and  adequate  long  term  care 
options  will  be  available  for  the  growing  numbers  of  people  who  will  need  that  care  in  the 
coming  years  presents  significant  challenges. 
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Figure  1: 


Median  Total  Profit  Margins  for  Nursing  Homes  in  MA 
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Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy  Nursing  Home  Cost  Reports 
Facilities  in  each  year  are  only  those  that  were  open  the  whole  year. 

•  This  graph  shows  that  profit  margins  for  most  of  the  industry  have  declined  slightly  in  recent  years, 
compared  to  the  early  90's,  but  that  the  worst  off  facilities  have  perilously  poor  margins. 

•  The  top  line  is  the  median  margin  for  the  best  off  25%  of  facilities,  the  middle  line  is  the  median  of 
all  facilities,  and  the  bottom  line  is  the  median  for  the  worst  off  25%. 

•  Total  Profit  margin  =  (total  revenues  -  total  expenses)  /  total  revenues 

Figure  2: 


Median  Total  Profit  Margins  for  MA  Nursing  Homes:  Not  For  Profit  vs.  For  Profit 
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Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy  Nursing  Home  Cost  Reports 
Facilities  in  each  year  are  only  those  that  were  open  the  whole  year. 

•     On  average,  for  profit  facilities  were  more  profitable  than  not  for  profit  facilities  for 
most  of  the  90's,  but  were  less  profitable  in  1998. 
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Figure  3a: 


Difference  of  Revenues  Minus  Expenses  For  Massachusetts  Nursing  Home  Industry  by 

Quartilss 


S3S0.0O0.00O  00 
$300,000.000  00 
S250.000.000  00 
S200.000.000  00 
S150.000.000  00 

e 

5     S100.000.000  oo 

o 

S50.000.000  00 

$0.00 

-S50.000.000  00 

-S100.000.000  00 

-SI 50.000.000  00 


llowesl  Quartjle 


ISecondQuartile 


O  Third  Quartile 


Vl 


vrrr 


1992 


-$38,374,672  00 


$9,362,510  00 


D  Highest  Quartile 


$18,660,621.00 


1993 


$47,364,698  00 


$5,971.445  00 


$22,291.374  00 


1994 


$61,176.695  00 


$223,960  00 


$26,012,603  00 


1995 


-$72,022,266  00 


$9,567.128  00 


$19,292.093  00 


$69,856.255  00     $97,198,232  00     $80,303,972.00    $287,567,114.00    $83,003,301.00    $109,450,187  00  $309,781,865  00 


1996 


$97,530,902  00 


$21,631.256  00 


$9,639,868  00 


1997 


-$99,590,055  00 


$16,577.922  00 


$26,797,848  00 


1998 


$119,051.716  00 


$22,051.436  00 


$9,749,584  00 


Totals 


n  =  474 


•499 


n=492 


n=495 


Year 


n-491 


n=479 


n=474 


Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy 

•  The  above  graph  represents,  by  quartiles,  aggregate  total  revenues  -  aggregate  total  expenses  for  the 
nursing  home  industry  in  Massachusetts. 

•  The  quartiles  were  created  based  on  total  profit  margin,  so  the  lowest  quarter  in  this  graph  are  the 
same  facilities  represented  in  the  lowest  25%  in  Figure  2. 

•  The  unusual  increase  in  1995  among  the  highest  quartile  was  due  to  exceptionally  high  numbers  at 
two  facilities,  most  probably  due  to  a  sizeable  financial  transaction.  Similarly,  the  increase  in  1998 
was  also  due  to  high  values  at  two  facilities  for  which  1998  was  the  first  full  year  of  operation. 

•  The  structure  of  the  cost  reports  does  not  allow  for  the  differentiation  between  operating  and  non- 
operating  expenses;  hence  values  for  the  total  margin  have  been  used  for  comparison. 


Figure  3b:  (Data  from  Figure  2a,  minus  2  outliers  each  from  1995  and  1998) 


Massachusetts  Nursing  Home  Industry  Aggregate  Revenues  -  Aggregate 
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Figure  4: 
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Median  Total  Profit  Margins  in  5  States.  1997 
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Source:  Massachusetts  data  from  Massachusetts  Division  of  Health  Care  Finance  and  Policy 
Other  states'  data  from  Guide  to  the  Nursing  Home  Industry,  HCIA  2000 

•     Average  profit  margins  for  Massachusetts  facilities  are  lower  than  in  other  states. 


Figure  5: 


Massachusetts  Nursing  Home  Bed  Ownership  By  Top  50  Chains 
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Sources:  Massachusetts  Division  of  Health  Care  Finance  and  Policy 
Top  50  Chains  from  Modern  Healthcare  [add  date/volume] 

•  29%  of  nursing  facility  beds  in  Massachusetts  are  owned  by  one  of  the  nation's  50  largest  nursing  home 
chains,  measured  by  total  revenues.  A  number  of  the  largest  chains  have  filed  for  bankruptcy,  with  the 
result  that  25%  of  nursing  facility  beds  in  Massachusetts  are  owned  by  bankrupt  corporations. 

•  Beds  are  FY  98  data  based  on  current  bankruptcy  status. 
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Figure  7: 


Breakdown  of  Nursing  Home  Beds  in  Massachusetts,  1998 
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Source:  Division  of  Health  Care  Finance  and  Policy 

•  Bankrupt  firms  own  over  40%  of  skilled  nursing  beds  in  Franklin  County;  and  over  35%  of  beds  in 
Essex,  Hampden  and  Hampshire  Counties.  Bankrupt  firms  own  15-27%  of  beds  in  all  other  counties 
except  Dukes  and  Nantucket. 

•  There  are  more  than  1 0  times  more  skilled  nursing  beds  owned  by  bankrupt  firms  than  there  are  beds 
available  to  accept  patients  from  those  facilities  if  they  should  they  close. 
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Barnstable 
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Bristol 

4,734 
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- 
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3% 

Worcester 

7,391 
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145 

2% 

TOTAL 

54,535 

14,281 

26% 

1,208 

2% 

Source:  DHCFP  FY  98  SNF  cost  reports.    514  facilities  included  in  database, 
124  of  which  are  owned  by  national  chains  currently  in  bankruptcy. 
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Figure  8: 


Total  Profit  Margins  for  Massachusetts  Nursing  Facilities  Currently  Owned  by 
Bankrupt  Entities  vs.  Solvent  Facilities 
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Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy 

•  The  above  graph  compares  the  median  total  profit  margins  for  those  facilities  that  today  are  owned  by 
bankrupt  entities  to  the  median  total  profit  margins  of  the  facilities  that  have  remained  solvent. 

•  The  bankrupt  facilities  had  higher  profit  margins  in  1992,  but  then  followed  a  similar  downward  trend 
to  the  other  facilities  until  1996.  Margins  for  all  homes  increased  slightly  in  1997,  but  then  margins 
for  the  bankrupt  homes  declined  sharply. 

•  Total  Profit  Margins  were  traced  by  facility,  not  ownership. 

•  All  but  7  of  the  facilities  that  eventually  went  bankrupt  changed  ownership  during  the  years  1992- 
1998.  The  n  values  in  each  year  indicate  how  many  facilities  in  each  category  were  open  for  the 
entire  year. 
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Figure  9: 


Source:  Across  the  States,  1998:  Profiles  of  Long-Term  Care  Systems,  AARP  1998 

•     Massachusetts  residents  use  nursing  homes  at  a  higher  rate  than  the  national  average,  but  at  a  lower 
rate  than  some  other  states,  such  as  Connecticut  and  Minnesota. 

Figure  10: 


Nursing  Home  Beds  Per  1000  Population  (85+) 
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Source:  Nursing  Facilities,  Staffing,  Residents,  and  Facility  Deficiencies,  '92-'98,  UCSF,  2000 
Prepared  for  US  Health  Care  Financing  Administration 

•     Massachusetts  has  more  nursing  home  beds  than  the  national  average,  even  when  adjusted  for  our 
older  population. 
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Figure  11: 


Trend    of  Resident  Acuity   Score 
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Source:  Nursing  Facilities,  Staffing,  Residents,  and  Facility  Deficiencies,  '92-'98,  UCSF,  2000 
Prepared  for  US  Health  Care  Financing  Administration 

•  Massachusetts  nursing  facility  residents  have  less  need,  on  average,  for  physical  assistance,  than 
residents  nationally.  This  index  measures  the  amount  of  care  that  this  data  indicates  would  need  to  be 
provided  to  each  patient.  This  dataset  is  based  on  a  survey  administered  to  a  sample  population  once 
per  year. 

•  This  data  includes  both  Medicare  and  Medicaid  patients.  This  data  suggests  that  while  the  number  of 
Medicare  residents  increased,  their  average  dependence  decreased. 

Figure  12: 
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•  Data  from  the  Massachusetts  Medicaid  program  indicates  that  the  acuity  level  of  patients  paid  for  by 
that  program  have  been  increasing. 

•  MMQ  =  Management  Minutes  Questionnaire,  a  measure  of  the  number  of  minutes  of  care  actually 
provided  to  each  individual  patient. 
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Figure  13: 
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•     From  1970  to  1980  the  amount  of  nursing  facility  care  paid  for  out-of-pocket,  or  from  other  private 
sources  such  as  foundations  and  charitable  organizations,  declined  dramatically;  Medicaid  picked  up 
the  difference.    Medicare's  share  of  nursing  facility  revenues  is  still  small,  but  tripled  from  1980  to 
1996. 

Figure  14: 


Massachusetts  Nursing  Home  Revenue  Sources,  1998 
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Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy 

•  Among  Massachusetts  facilities  that  accept  Medicaid,  Medicaid  provides  a  greater  proportion  of 
revenues  than  the  national  average,  and  Medicare  and  private  payers  provide  a  greater  share. 

•  Medicare  and  private  payers  may  provide  a  much  larger  share  of  revenues  to  the  fewer  than  50 
Massachusetts  facilities  that  do  not  accept  Medicaid. 
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Figure  15: 


MA  Nursing  Home  Residents  by  Primary  Payer  Source 
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Source:  Nursing  Facilities,  Staffing,  Residents,  and  Facility  Deficiencies,  '92-'98,  UCSF,  2000 

Prepared  for  US  Health  Care  Financing  Administration 

•  Compared  to  the  national  average,  Massachusetts  nursing  facilities  have  fewer  private  patients,  and 
more  Medicare  and  Medicaid  patients. 

•  For  both  Massachusetts  and  the  U.S.  the  proportion  of  private  patients  has  generally  decreased  during 
the  90' s  while  the  Medicare  proportion  has  increased. 

•  The  proportion  of  Medicare  patients  increased  more  in  Massachusetts  than  nationally.  At  the  same 
time,  the  proportion  Medicaid  patients  decreased  more  in  Massachusetts  than  nationally. 

•  The  proportion  of  residents  is  so  different  from  the  proportion  of  revenues  in  Figure  12  because 
private  and  Medicare  revenues  per  resident  are  much  higher  than  Medicaid  revenues  per  resident. 
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largely  because  of  the  much  more  intensive  rehabilitation  services  required  for  Medicare  and  private 
patients. 


Figure  16: 


Distribution  of  Payer  Sources  for  Nursing  Home  Residents,  1998 
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Source:  Nursing  Facilities,  Staffing,  Residents,  and  Facility  Deficiencies,  '92-98,  UCSF,  2000 
Prepared  for  US  Health  Care  Financing  Administration 

•     Average  payer  mix  for  nursing  facilities  varies  across  states.  Massachusetts  facilities  receive  a 
smaller  share  of  revenues  from  private  payers  than  the  national  average,  but  more  than  New  York. 
Medicare  and  Medicaid  pay  for  a  greater  share  of  nursing  facility  care  in  Massachusetts  than  the 
national  average,  but  less  than  in  New  York. 

Figure  17: 
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Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy 

Facilities  in  each  year  are  only  those  that  were  open  the  whole  year 

•     The  level  of  debt  incurred  by  the  facilities  with  the  highest  level  of  debt  increased  dramatically  in 
recent  years,  while  the  median  level  of  debt  increased  only  slightly. 
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The  top  line  represents  the  median  debt  to  asset  ratio  for  the  25%  of  facilities  with  the  highest  ratios, 
the  middle  line  represents  the  median  for  all  facilities,  and  the  bottom  line  is  the  median  for  the  25% 
of  facilities  with  the  lowest  ratios. 


Figure  18: 


Median  Debt/Asset  Ratios  for  Massachusetts  Nursing  Facilities  Currently 
Owned  by  Bankrupt  Entities  vs.  Solvent  Facilities 
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Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy 

Facilities  in  years  1992  -1997  include  only  those  that  were  open  the  entire  year. 

•     Median  debt/asset  ratios  remained  below  the  median  for  other  facilities  until  1997.  Between  1995 
and  1997,  debt/asset  ratios  for  bankrupt  facilities  increased  faster  than  other  facilities,  but  after  1997, 
the  ratios  for  bankrupt  facilities  began  decreasing  again. 

Figure  19: 
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Total  Nursing  Home  Beds  in  Massachusetts 
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Source:  Massachusetts  Division  of  Health  Care  Finance  and  Policy 

•      The  total  number  of  nursing  facility  beds  in  Massachusetts  has  increased  significantly  in  recent  years. 
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Figure  20: 


Nursing  Facilities 

Per  Day  Medicaid  Rates 

Rates  are  adjusted  to  reflect  the  facility's  annual  casemix 


Year 

n  of 
facilities 

Mean 
Rate 

Annual 

Rate 
change 

CPI-U 
Medical 

Care 
Services 

1995 

538 

$102.40 

1996 

529 

$105.78 

3.30% 

3.7% 

1997 

510 

$109.53 

3.54% 

2.9% 

1998 

507 

$114.92 

4.93% 

3.2% 

1999 

483 

$118.72 

3.31% 

3.3% 

2000 

467 

$123.83 

4.30% 

Notes: 

n  of  facilities  is  the  number  of  facilities  in  the  dataset;  it  is  not  the  total 
number  of  facilities  open  in  that  year. 
SAS  reference:  rsc.ltc.proc(mgwtrate) 
casemix  is  based  on  management  minutes  categories  (MMCs) 

Source:  Division  of  Health  Care  Finance  and  Policy 

•  Mean  Medicaid  rates  have  been  increasing  faster  than  health  care  expenditures  nationally. 

•  Note  that  the  CPI  is  a  measure  of  the  increase  in  prices  to  consumers,  as  opposed  to  an  increase  in  the 
input  prices  faced  by  providers. 
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Figure  21: 


Stale  Medicaid  Per  Diem  Reimbursement  Rate*,  1995-1999 
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$104 
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$116 

$116 
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$112 

$105 
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Source:  State  Data  Book  on  Long  Term  Care  Program  and  Market  Characteristics 

•  Rates  of  increase  in  Massachusetts  Medicaid  per  diem  nursing  facility  rates  are  comparable  to  those 
in  other  states. 

•  Note  that  the  services  that  are  included  in  these  rates  vary  from  state  to  state.  New  York,  for 
example,  includes  the  widest  range  of  ancillary  services  in  its  per  diem  rate  of  the  states  included 
here. 


Ancillary  Services  Included  In  Medicaid  Rate 

MA 

CT 

M  E 

NH 

NJ 

N  Y* 

PA 

Rl 

VT 

dental 

X 

durable  medical  equipment 

X 

X 

X 

X 

X 

X 

electrocard  lology 

X 

electroencephalogy 

X 

hearing 

X 

in  ha  lation  Ih  erapy 

X 

in -house  medical  supplies 

X 

in-house  physician  services 

X 

lab 

X 

lau  n  dry 

X 

m  edical  supplies 

X 

X 

X 

X 

X 

X 

X 

non-precription  drugs 

X 

X 

X 

X 

X 

X 

occupational  therapy 

X 

X 

as  of  Mi 

X 

X 

oxygen 

X 

X 

X 

X 

X 

patient  transportation 

X 

X 

X 

X 

patient  transportation  (non- 
em  ergency  only) 

X 

physical  therapy 

X 

X 

as  of  1/! 

X 

X 

physical  therapy  (maintenance 
only) 

X 

phys  ician  services 

X 

physician  services  (salaried  or 
contracted  only) 

X 

podiatry 

X 

psych  iatric 

X 

rad  iolog  y 

X 

re  sp  iralory  therapy 

X 

X 

as  of  1/1 

X 

X 

speech  therapy 

X 

Tota  I  ft  of  A  n  c  ilia  r  ie  s 

3 

5 

5 

6 

5 

12 

9 

6 

8 

*  Non-prescription  drugs,  prescription  drugs,  medical  supplies,  patient  transportation  &  speech  therapy  are 
all  part  of  the  direct  component  of  NY's  rate 

Source:  State  Data  Book  on  Long  Term  Care  Program  and  Market  Characteristics 

•     Massachusetts  Medicaid  pays  for  this  full  range  of  ancillary  services,  but  pays  for  most  ancillaries 
separately,  rather  than  in  the  per  diem  rate. 
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Notes  on  Division  of  Health  Care  Finance  and  Policy  skilled  nursing  facility  cost  report  data. 

1.  Only  facilities  that  accept  Medicaid  are  required  to  file  cost  reports  with  the  Division.  There  are 
40-50  nursing  facilities  in  the  Commonwealth  that  do  not  accept  Medicaid,  but  may  accept 
Medicare  and  therefore  may  be  included  in  federal  datasets. 

2.  Partial  year  cost  reports,  filed  by  new  or  closing  facilities  or  by  facilities  that  changed  ownership, 
were  excluded  from  the  analyses  in  this  report. 

3.  Because  of  the  way  the  cost  reports  are  structured,  they  do  not  provide  any  way  to  allocate  total 
costs  across  payers.  In  addition,  typical  Medicare  and  private  patients  are  in  a  nursing  home  for 
short-term  intensive  rehabilitation  services,  while  typical  Medicaid  patients  require  less  intensive 
chronic  care  over  a  period  of  years.  However,  it  is  extremely  difficult  to  accurately  measure  the 
resource  required  by  these  different  types  of  patients 
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